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FADED TEXT 
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COLORED PHOTOS 
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As rescanning documents will not correct images, 
please do not report the images to the 
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I 2 Model CI Model 



Fig. 1 



Fig. 2 




Fig. 3 




Fig. 4 




BEST AVAILABLE COPY 



f 5 



State 
(0(4) 

(0(3) 
«K2) 
09(1) 



t((0(4)) t(oj(2)) 



x(©(l)) T((0(3)) Time 



BEST AVAILABLE COPY 



H 



olIO 



Xi o 



a3o 



Compensator of 
Default Process 



Default 
Process 



E5t»'«\*+ts of 
Default 

Probability 



Compensator of 
Default Probability 



Pricing Trend of 
Default Process 



Prices of Credit- 
Sensitive 



BEST AVAILABLE COPY 



R,.7 



3/o 

2>;lo 
b3o 



Conditional 
Default Probability 



Compensator of 
Default Process 



Compensator of 
Conditional 
Default Probability 

__L 



Pricing Trend of 
Default Process 



Pnces of Credit- 
Sensitive,£e<\J n+i is 



300 



350 



Default 
Probability 



3§*< 



Fig. 8 



2100 



• History of equity values 




• History of equity volatilities 




• History of long and short-term debt 




• History of risk free rates 






) 




T 




|j (inversion) 





2104 



• History of prede fault firm values 

• History of prede fault firm volatilities 



2106 



(combined with) 



Current long and short term debt 



Default barrier parameters 



Default barrier parameters 
Current firm value 
Current firm volatility 
Risk free rate 



2108 



2110 



2112 



v 

Compensator g^Hpw 2114 



Probability of Default 



2116 



Fig. 9 



2200 



History of equity values 
History of equity volatilities 
History of long and short term debt 
History of risk free rates 



2202 



Cb ^^^^^^^(inversion) 



2204 



• History of predefault firm values 

• History of predefault firm volatilities 



2206 



(combined with) 



Current long and short term debt 






r 


Default barrier parameters 







2208 



2210 



• Default barrier parameters 

• Current credit sensitive security prices 

• Current equity volatility 

• Risk free rates 



2212 



i M^f<^SMo/ r &l-£to\ ^ a Levenberg Marquardt 
minimization algorithm (conversion) 



Probability of Default 
Market-implied recovery 

Diffusive and jump components of the credit risk premium 
Drift and volatility of predefault firm value process 
Current firm value 



2214 



221 ( 



18000 
16000 




14000 






12000 






10000 - 






8000 






6000 






4000 










2000 






t 


t> 1 


0 











4/19/2001 6/8/2001 7/28/2001 9/ 1 6/200 1 It/5/2001 12/25/2001 2/13/2002 4/4/2002 5/24/2002 7/13/2002 



It 



l.fi 




0.035 



Compensator 

Black-Co k 




1E-10 



j 8lack-Coxj 
















1 





4/19/2001 7/2S/2001 tl/5/2O0t 2/13/2002 5/24/2002 9/1/2002 12/t 0/2002 3/20/2O03 



; — — Merton i 
; Black-Cox j 



S 3.E-04 



4/19/2001 7/28/200J 11/5/2001 2/13/2002 S/24/2O02 9/1/2002 12/10/2002 3/20/2003 



so 




0.6 

Maturity (years) 



Computer System 
1000 



Computer 




Computer 
Memory 
1200 


1100 


; 


^ 1102 



1106 



User 
identifying 
interface 

1300 



